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Mr. SparKMAN, from the Select Committee on Small Business, 
submitted the following 


REPOR 
PART ] 


INTRODUCTION 
Production pools of small manufact rers wl Oo use their combine a 
skills and resources to produce defense work made an apprecl | 
contribution to World War II production. Congress envisaged that 
similar production pools could make an even greater contribution to 
defense during the present emergency. Legislation in the Defens 


Production Act of 1950 } provided for the ormation of vol intary 
associations such as production pools and procedures to establish 


pools were set up within the Government agencies under Executivi 
Order 10161, September 12, 1950, superseded by Executive Or 
10200, January 4, 1951. But during the 20 months since the passage 
of the Defense Production Act, a healthy small busine produc tion- 


pooling program has failed to develop; in contrast to We War Il 
when some 250 production pools completed $600 million in war 
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contracts, since Korea 5 pools have been awarded only $567,000 in 
prime defense contracts, while 9 pools have received no prime contracts. 

Your committee is concerned that the production-pooling program 
has been a failure on these two counts: (1) That too few pools have 
been formed for appreciable aid to small business and (2) that these 
pools have received too few defense contracts. Fourteen production 
pools a fewer than 400 small manufacturers are only one- 
tenth of 1 percent of the total 400,000 small manufecturers existing 
in the United States. These 14 pools which have come into operation, 
furthermore, are for the greater part remaining idle for want of defense 
contracts. The fact that small manufacturers have been noticeably 
unab le to procure defense contracts single -hande aly makes the failure 
ofa produc tion pool program even harder to understand. In Febru: wy 
1952 small business received only 12.1 percent of total dollar volume 
defease contracts,? the lowest than at any time since Korea: whereas 
during the fiscal year preceding Korea small business bad secured 
wice this Po tage. 

As its explanation for the low figures of small business participation 
in military procurement programs, the Munitions Board stated: 


Che reason for the relatively low ratio in February is found in the abnormally 
large volume of contracts for aircraft and ordnance items, and the fact that 
mall firms cannot act as final assemblers or prime suppliers for any substantial 
pro rt n of ese 1tems.,? 


Your committee recognizes that there are military contracts which 
are not susceptible of fulfillment by small firms or by a production 
pool of several small firms. On the other hand, it knows that the 
majority of pools are formed to consolidate the engineering, mana- 
Cer ul. and productive capi acities of né unV smi alle -ente rprise S in orde or 
at the pool may be competent to assume contracts which none of 
i¢ member firms could undertake on its own. Along this line, the 
committee feels that the military procurement activities should make 
every effort to consider pools as production units in many cases cap- 

able of handling contracts ordinarily thought to be outside the reach 
of smaller producers. In this way, new and sizable resources become 
available Lo contracting officers who should recognize without hesita- 
tion the advantages of utilizing these combines of small firms. 

In still another way can these production pools serve the self-in- 

rest of their members and the national welfare. The fact that small 
manufacturers whose materials for civilian production have been 
whittled away under the controlled materials allocation program have 
become more dependent upon defense contracts to stay in production 
than before Korea, has made your committee suspect some serious 
flaws in the defense production pooling program. 

Your committee has been keeping a careful watch on the develop- 
ment of the production pooling program for a year and a half and has 
throughout this period advocated an active Government pooling 
program. In its 1950 annual report * your committee stated: 


th 
1 


vi igorous action should be undertaken to explore pooling, for we feel that there 
are many small oon who are heavily penalized in competing for Government 
contracts at this tin 


? Munitions Board Report 3-A, dated Apr. 23, 1952. 
Ibid 
‘S. Rept. No. 2, 82d Cong., Ist sess., January 15, 19 
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A month later, your committee’s Report on Material Shortages 
recommended: 


The development of an active pooling program in order to increase the 
tunities of small companies to participate on a group basis i! 
would be too large for single small firms to ha 


1 contract VW 


Again in June L951] your committee called upon the Government to 
take an active interest in the pooling program in its Report on 
Military Procurement: ° 





Groups of concerns interested in pooling their productive capacities for 
purpose of defense production should be actively encouraged Special effort 
should be made to provide such war production pools with initial contract a 
ance Particular attention should b 00 t ated 
graphically decentralized areas. 


By December 1951, when vour committee reviewed the net gains and 
losses of small business throughout 1951 in its annual report,’ the out 
look for production pools remained dismal: 


The banding together of small producer complementary equip! 
into a war production poo an erat r ng fro! 
failure of pool members as single compani O « iin defense contra ; 

There is thus added to the mounting p of evidence additional proof 
throughout 1951 the cards wet tacked a nst a ibstantial par pa 
of small firms in the mob ation program as pri! ontractors lor 

to exist profitably, there must be a shorta rtail al 
such cannot be said to be the case so far in our present war effort 


Following through on vour committee’s interest in pooling, there- 
fore, your chairman has asked for a committee investigation to 
determine the reasons why the pooling program, whereby small 
business should have greater opportunity for defense work, has 
failed to materialize during the present emergency. 

Your committee recognized that some of the difficulties of produc- 
tion pools are bound to stem from the nature of pools themselves, 
problems arising from the individualisms of small, independent 
plants attempting to work together. One jewelry manufacture 
from New England described to your committee the reason that 
the jewelers did not form a production pool regardless of the fact 
that without one they were unable to procure defense contracts 


After many months of enthusiastie effort that can almost be deseribed 
frantic in the seeking out of war contracts, both from tl] procure! nt ager 
and from subcontractors, we found ourselves st without war work We hav 


experimented with pooling as a solution; we find that, when a number of jewelry 
firms pool their resources together, there is accomplished nothing but a multi- 
plication of their problems, 

But the personality problems which some pools may encounter, 
and the other inherent difficulties of pools could and have been over- 
come for successful pooling operations. Your committee investiga- 
tion found, however, that a major stumbling block to pools lies with 
the Government regulations on the formation of pools. 

Instead of strangling the formation of pools by Government regu 
lations, the Government should only be concerned with a routine 
approval of pools as a check upon any violations of Federal law 
Under ordinary circumstances, a collaboration of small manufac- 
turers such as a production pool would probably be viewed as a 





$8. Rept. No. 77, 82d Cong., 1st sess., February 5, 1951 
és Rept No. 469, 82d Cong.,. Ist sess., June 21, 1951 
7S. Rept. No. 1068, 82d Cong. 2d sess., January 15, 1952 
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combination or conspiracy in restraint of trade, a violation of the 
antitrust laws and Federal Trade Commission Act. But Government 
certification of each production pool, as required in the Defense 
Production Act of 1950, exempts the pools from the operation of the 
antitrust laws. The Government therefore must examine and ap- 
provejthe’ application of each pool to be assured that the pools are 
acting in the best interests of the defense effort rather than using 
this exemption as a subterfuge to violate antitrust laws. The steps 
required throughout various Government agencies for this approval 
and formation of a pool are, however, so complicated that your com- 
mittee staff found it scarcely worth the while of small manufacturers 
to become organized into production pools. Then once a production 
pool has been formed, your committee investigation found that the 
future for obtaining defense work remains bleak. This report is thus 
a discussion of the two overriding obstacles to a successful production 
pooling program: 

1. Government procedures for the formation of production pools; 
and 

2. Production pool procurement problems. 


PART II 


GOVERNMENT PROCEDURES FOR THE FORMATION OF PRODUCTION 
Poo.ts 


The complex procedures and routines established by the Defense 
Production Administration for Government clearance of pools has 
stopped many would-be poolers at the outset from becoming certified 
pools by the Government, and thereby able to bid for defense con- 
tracts. After the Defense Production Act became law on September 
8, 1950, Executive Order 10161, dated September 12, 1950, delineated 
the authority for the formation of production pools to the Secretary 
of Commerce as well as spelling out procedures for the approval of 
pools by the Department of Justice and Federal Trade Commission 
to exempt pools from antitrust laws and the Federal Trade Commis- 
sion Act.® 

On January 4, 1951, Executive Order 10200, which established the 
Defense Production Administration as the Government agency to 
operate the defense program, redelegated the power to authorize pro- 
duction pools from the Secretary of Commerce to the Defense Produc 
tion Administrator.’ In spite of the Government machinery set up 
for the formation of production pools, by April 1951 only one pool 
had become certified. Eight months later,‘in December 1951, only 
six production pools were in business. As of March 1952, 11 produc. 

§ Executive Order 10161: 
Part VII: (6) “*'The functions conferred upon the President by sec. 708 (b) of the Defense Production Act 
»f 1950 are hereby delegated as follows: (1) To the Secretary of Commerce in respect to title I of the Defense 
Production Act of 1950. * * * (c) The delegation of authority made by sec. 701 (b) of this Executive 
irder is subject to the conditions (1) that each delegate concerned shall consult with the Attorney General 
ind the Chairman of the Federal Trade Commission not less than 10 days before making any request or 
finding under sec. 708 (b) of the Defense Production Act of 1950; (2) that each delegate concerned shall obtain 
the approval of the Attorney General to any request under said sec. 708 (b) before making the request, and 
})"*that the authority delegated may not be redelegated.”’ 
Executive Order 10200 
Part I, see. (5): ‘* Perform, without the power of redelegation, those functions of the Administrator under 
tion 2 (a) of this Executive order (relating to certain voluntary agreements), which were heretofore dele- 
to 


sted the Secretary of Commerce by the provisions of sec. 701 (b) (1) of the said Executive Order 10161, 
1 perform such other functions regarding voluntary agreements as he may determine,”’ 
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tion pools had been cleared by the Government for operation and to 
date the following 14 production pools have been certified: 


Date of Number of | Number of 
approval om panies mp! 


1. Omaha Industries, Inc., Omaha, Nebr Apr. 26,1951 102 5, 339 
2. Coordinated Manufacturers of Santa Clara County, Inc., | June 11,1951 45 478 
San Jose, Calif 


3. Greater New York Manufacturing Pool, New York, N. ¥ J 10, 1951 x 1, 980 
4. Peoria Consolidated Manufacturers, Inc., Peoria, Il] July 13,1951 | ) 720 
5. Central California War Industries, Inc., Fresno, Calif Aug. 6,1951 22 815 
6. Illinois Manufacturers Defense Pool, Inc., Chicago, I] Nov. 27,1951 2 1, 308 
7. Dade County Industries, Ine., Miami, Fla Jar 17, 1952 }2 22 
8. Small Manufacturers Cooperative, Bridgeport, Conn Jar 31, 1952 ) 411 
9. Specified Finishes, Inc., Chicago, Il Feb, 18, 1952 7 146 
10. Florida Wood Cooperative, Miami, Fla Feb. 20, 1952 l 0 
11. Mil-Fin, Inc., Waukegan, Il Fé 28, 1952 600 
12. Consolidated Industries Defense Production Pool, Inc., New Apr. 10,1952 | 1 604 
York, N. Y. 
13. Engravers Production Group of New York, New York, N. Y Apr. 14,1952 | f 57 
14. Woodworking Defense Production Pool of New York Area Apr. 16,1952 | 11 597 


New York, N. Y. 


The Defense Production Administration, with delegated authority 
from the President to aid and authorize the establishment of produc- 
tion pools, set up such an involved scheme for certifying pools it is 
little wonder that only 14 have come out of the Government maze 
with pool papers in hand. DPA first established an Office of Pooling 
within the National Production Authority Office of Small Business 
because production pools were primarily a small-business problem. 
This Office of Pooling was to act as the Government contact with the 
pools, give the pools advice, help them on organizational problems 
and on information necessary for Government clearance. But as a 
part of NPA, the Pooling Office had no responsibilities or authority 
for pool clearance; that remained over at DPA. The minimum steps 
necessary for the formation of a production pool as established by the 
Defense Production Administration were the following: 

1. The National Production Administration through its field 
service arranged a meeting of interested pool members to give infor- 
mation needed on forming a pool and to answer questions of would-be 
pool members. 

2. Pool then sent a memo containing the necessary information to 
the Pooling Section, NPA Office of Small Business. 

3. NPA Pooling Section checked application for completeness; 
analyzed pool’s proposed plan of operations, the financial and other 
data from each of the proposed members; submitted plan to DPA 
legal representatives for preliminary review and prepared a written 
summary and recommendation for the head of the NPA Office of 
Small Business. From that office the recommendation and papers 
were forwarded with a covering memorandum to the DPA Adminis- 
trator through the DPA General Counsel’s office. 

4, DPA General Counsel prepared letters to the Department of 
Justice and to the Federal Trade Commission asking for consultation 
with these two agencies concerning the pool and forwarded these to 
the DPA Administrator with the pool papers and Pooling Section’s 
recommendation. 

5. DPA Administrator sent letters and recommendations to the 
Department of Justice and to the Federal Trade Commission. 
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6. Department of Justice and Federal Trade Commission called for 
personal consultation with the DPA General Counsel, asked for amend- 
ments and changes which they considered necessary before granting 
pool approval. Justice and FTC usually phoned approval to the 
DPA General Counsel after these changes and amendments were made. 
7. DPA General Counsel then sent letters to Justice and FTC saying 
that the pool consultations were over and asked for approval of the 
pool. 

8. When Justice and FTC sent their approval of the pool to DPA, 
DPA notified the pool members, and invited them to participate in 
that particular pooling arrangement. 

This bare skeleton outline of the formal procedures gives not an 
inkling of the amount of correspondence, long-distance phone calls, 
exchange of memos between Government agencies and between the 
pool and Government agencies to satisfy requests for changes of the 
pooling charter for final clearance by DPA, Justice, and FTC. 

The Florida Wood Cooperative presents an example of the myriad 
transactions which were involved in the establishment of one produc- 
tion pool. Negotiations of Florida Wood poolers with the Govern- 
ment began in August 1951; the pool was finally approved on February 
20, 1952, more than 6 months later. The following list shows only the 
transactions which came to the attention of the Pooling Section, NPA 
Office of Small Business; other transactions between the Department 
of Justice, DPA, FTC, and the Florida Wood Cooperative are not 
recorded here. 

FLorIDA Woop CooPpERATIVE 

A igust 3, 1951: NPA Pooling Section received letter of inquiry, dated July 30, 
from mer William H. Paynter, who desired forms for the organization of a pool. 

August 13, 1951: Reply sent enclosing pooling booklet and calling attention 
to need for an organizational meeting. 

August 27, 1951: Long-distance telephone call from Paynter. He stated he 


mf 


was forwarding names of those to be invited to an organizational meeting. 


September 11, 1951: Received 1 a letter dated August 28 and one of August 29 § 
from Mr. Paynter with data regarding prospective participating members. A 
special notice was attached stating that re office had misdelivered this piece of \ 
mail and that it had not arrived in NPA mail room until Saturday afternoon, 
september 8, 1951. 


September 12, 1951: Draft of invitation letter to an organizational meeting 
was prepared on the basis that above letter could be considered a request for such 
a meeting 

September 13, 1951: Draft of memo to Office of Field Service prepared. Letters 
of invitation sent. 

September r 14, 1951: Memo sent to Field Service requesting arrangements be 
made for ors aniz ational meeting in Miami on September 25. 

September r 25, 1951: NPA regional attorney telephoned from Miami stating that 
members at m«¢ cae were under impression that meeting meant approval. Letter 
of invitation clearly indicates otherwise. 

October 3, 1951: NPA received copy of telegram dated September 25, stating 
that pool wished papers already submitted processed as an application. 

October 6, 1951: Letter sent to Paynter from NPA Pooling Section pointed out 
incompleteness of ‘‘application’’ with specific references to items Missing. 

October 8, 1951: Report of organizational meeting, dated October 2, 1951, re- 
ceived from the Field. 

October 30, 1951: ‘‘Completed”’ application in quadruplicate received. Cover- 
ing letter dated October 16. A copy sent to DPA General Counsel’s office for 
preliminary review. 

November 7, 1951: Letter sent to Paynter pointed out results of our examina- 
tion of the application ealling attention to errors and omissions in application. 

November 9, 1951: DPA General Counsel’s office called regarding question of 
one company being a member of the pool. Planned to confer with Justice. 
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November 13, 1951: Received telegram from Paynter stating answer to Novem- 
ber 7 letter was forthcoming. 

November 20, 1951: Received letter, dated November 16, from Paynter 
relative to information from .certain individual companies. Stated that other 
answers to our letter of November 7 had been forwarded bv registered 1 

November 21, 1951: Received registered letter, dated November 16, in rey 
to NPA’s of November 7 

November 26, 1951: Telephoned DPA regarding objections ra 








regarding one company. Letter sent to Pavnter reear discrepant 
information received concerning one compan 

December 4, 1951: DPA eonferred with Justice on questions about e¢a 
File itself was not left with Justice. 

December 5, 1951: Telegram received from Pavnter stating answer to Novem- 
ber 26 letter would be airmailed December 6 

December 10, 1951: Letter dated December 6 received relative to discrepanc 
regarding a member compat Forwarded to DPA General Counsel’s offices 

December 14, 1951 IPA again visited Justice about a questi yn this ca 


(Date of first visit not recorded here DPA asked that NPA hold up forma 
recommendation on case 
December 18, 1951: DPA again asked NPA to hold up recommendat 


Justice had not vet given answers relative to questions raised in ‘‘informal con- 
sultations’’ but promised sno 

December 1} » 1951: Received for ; eT ] 

December 20, 1951: DPA General ¢ VPA Pos S n ¢ WrA 
objections to pool 

December 28, 1951: Two memos, dated December 26, r ed from DPA 
General Counsel regarding more by Office Gene ( ( 
Letter sent airmail special delivery to Paynter de eat information ne 
Office of General Counsel 

Januarv 3, 1952: Received call from Miami regarding acute disturbance ca 
bv the various letters seeking more informat 

January 4, 1952: Received letter from Paynter dated December 27, uri 
about stat 

Januarv 5, 1952: Letter, dated Januar 3. 1902. Ff 1 wit Infor! 
requested in « letter of D ber 20 

January 7, 2: Report and reco: enda f ( NPA QO 





Small Busines if transmittal memo fror NPA DPA 
January 8, 195 Case forwarded from NPA Off 
January 10, 1952: DPA General Counsel’s office ealled requesting more infor 

mation which FTC desired 
January 11, 1952: NPA conference regarding above. Telephoned Paynter 

ask him questions Lett 
raised by FTC 





er confirming telephone conversation 1 ardi puestior 


January 14, 1952: Received telegram from Paynter confirming telephone « 
versation of January 11. 

January 16, 1952 Received telegram stati 1 Aanswel tO above | 
questions being air-mailed 

January 17, 1952: Consultation letters to Attorney General and Chairma 
FTC mailed by DPA 

January 18, 1952: Received letter dated January 14 from Paynter with answers 
to qu stions Three copies sent to DPA 

January 21, 1952: DPA forwarded these answers to Justice and FTC 

January 24, 1952: DPA legal counsel reported a telephone conversation betweer 
it and FTC on FTC objections. 

February 6, 1952: Paynter telephoned regarding status of pool. Sent teletype 





to Paynter in answer to his call FTC cleared plan of operation. No word fron 
Justice. 

February 8, 1952: Telephone call requesting more information from Justi 
made by DPA. Telegram with this information received from the pool by DPA 
on either February 8 or 9, it is presumed. 

February 11, 1952: DPA administrator sent letter to Chairman of FTC and 
Attorney General requesting approval 

Februarv 12, 1952: Letter confirming February 8 tel 
by DPA office copy of this letter received by pooling s 

February 19, Approval letter from Justice ree 

February 20, 1952: Request letter of approval sent t 


tive. 
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Mr. William Paynter, manager of the Florida Wood Cooperative, 
estimated that he wrote 19 letters to NPA and other Government 
agencies relative to securing approval for the pool, received 12 letters 
asking for further clarification on various parts of the pool charter 
and bylaws. He sent 18 telegrams and made 15 long-distance tele- 
phone calls from Miami to Washington, most of them costing over 
$9.50 each. In addition, Mr. Paynter wrote 15 letters to Senators 
and Representatives asking for assistance on the production pool 
clearance, received replies indicating that Congressmen were making 
extensive efforts to speed Government clearance of the Florida Wood 
Cooperative. 

After 6 months of complying with every Government request, but 
still without pool approval, Mr. Paynter wrote to the Small Business 
Committee on February 6, 1952, of his feelings of Government pro- 
cedures on the functions of pools: 

We do not feel that the delay in this matter, both present and past, has in any 
way been the fault of the Pooling Section of NPA, but rather that of other 
agencies. For over 2 months there have been repetitious requests for clarifica- 
tion (many of which could have been embodied in a single request at the initia- 
tion of desire for clarification). We understand that this is not individual with 
us but has followed a consistent pattern on all applications for approval. Such 
unnecessary delays are not only indicative of lack of comprehension on part of 
other agencies but definitely retard small business in its effort to properly serve 
the Government in the defense program. 

Recently added to the list of the four Government agencies (DPA, 
NPA, Department of Justice, FTC) already involved in certifying 
production pools is the Small Defense Plants Administration, the 
agency established by Congress in July 1951 for the sole purpose of 
coordinating and acting as single spokesman for the small-business 
activities throughout the Government. Executive Order 10323, 
February 5, 1952, further splintered the Government responsibilities 
on the formation of production pools by adding another step, another 
agency to the bureaucratic procedure of certifying production pools. 
This Executive order transferred ‘the furnishing of advice to small- 
business establishments concerning the approval and operation of 
small-business production pools” from NPA to SDPA, thus merely 
splitting some of the duties of the Office of Pooling, NPA Office of 
Small Business, without centralizing responsibility and authority for 
pooling. The Small Defense Plants Administration, in its Second 
Quarterly Report, stated the futility of Executive Order 10323 con- 
cerning pools, and asked for the authority to approve production pools: 

As matters now stand, there are five Government agencies concerned in the 
process of approving production pools. The Defense Production Administration 
has the final authority to approve these pools, subject to the statutory require- 
ment of approval by the Attorney General and consultation with both the 
Attorney General and the Federal Trade Commission. In addition, DPA has 
delegated certain functions to the National Production Authority * * 

This fragmentation of authority is wasteful and may result in substantial 
‘delays in the formation of pools. Production pools of small-business concerns 
are primarily within the orbit of the responsibility of SDPA, since their principal 
purpose is to enable small business to participate more fully in defense production. 


Authority to approve pools, subject to clearance by the Attorney General and 
Federal Trade Commission, should be centralized in this Administration. 


On the 10 production pools which had been certified by February 
20, 1952, the following chart shows a breakdown of the number of 


days the Government agency concerned with the clearance held the 
pool applications. 
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Elapsed time since submission of application 


[Number of days] 


S t treate 
1ands o Oms i \ re al I ] 
hands of maha Ciiaee Naw York ‘ Ill 
Office of Small Business 6 10 20 $ 12 
Defense Production Administration 21 27 52 16 10 
Justice and Federal Trade Commission 36 tt 23 52 35 
Applicant. - 14 ) 38 25 14 
Total ‘ 77 131 133 7 71 
| . . . > Fle la 
s i Ce Snecified lade aA ; 
In hands of | entt ul pee Dad ifa Ww i 
Calif L I 3 unty fer . 
p 
Office of Small Business 18 . s i8 
Defense Production Administratior 3) , 2 18 18 
Justice and Federal] Trade Commission 41 ? 7 4 42 
Applicant 5 2 14 i 3 
otal 173 2 4 80 141 


The Department of Justice and FTC consumed an average of 50 
percent of the amount of time that the applications were in the hands 
of the Government. The Department of Justice proved to be the 
chief bottleneck on the delay of pool clearance by its requests to the 
pools for major revisions, clarifications and changes in the pool organ- 
izations, time-consuming to the pools, to the Pooling and Small 
Business Office of NPA, and to DPA. 

Specified Finishes, Inc., a pool of small paint manufacturers, for 
instance, was asked to change its bylaws so extensively by the De- 
partment of Justice that the clearance of this pool of seven small 
companies consumed 215 days. The requirements of the Department 

of Justice for the approval of this particular pool seemed unnecessary 
precautions in view of the fact that this identical pool had operate d 
successfully in ine War I] under the same management and had 
been certified then by the Attorney General without iene new re- 
quirements which have been imposed by the Department of Justice. 

Another pool, whose papers were stalled, in desperation telegraphed 
the following to your committee: 


Our pool papers stalled somewhere in the Department of Justice or Federal 


Trade clerical department. We understand legal verbal agreement reached some 
time ago and awaits Attorney General’s stamp. Mr. Metcalf of NPA has mailing 
details ready and waiting. This area needs these pool papers urgently. Can 


you move them along? 
SMALL MANUFACTURERS COOPERATIVE. 

If we hearken back to World War II for a look at how the 250 war 
production pools were certified, the procedure was a streamlined ver- 
sion of today’s governmental system. The War Production Board 
received and reviewed applications for pools and, when satisfied, sent 
them to the Department of Justice for approval. In 1943 when the 
Smaller War Plants Corporation, the World War II counterpart of 
the Small Defense Plants Administration, came into existence, it took 
over the authority for approval from the War Production Board. As 
the need for small plant pools for war production was more immediate 
than the need for them in the defense program today, little time was 
wasted in forwarding approvals for pools. A similar streamlined sys- 
tem could operate today. 
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But the congressional intent in the Defense Production Act of 1950 
to provide for the formation of production pools whereby small manu- 
facturers could combine their skills and resources to compete on an 
equal basis for defense contracts with larger firms has thus been dissi- 
pated by the lack of clearly defined responsibilities to be assumed by 
the various agencies which must be concerned in accordance with the 
Defense Production Act of 1950. It has only been through sheer 
fortitude and persistance that 14 pools have managed to overcome the 
obstacles that the Government has imposed to receive fina] clearance 
to operate as production pools. The first 10 pools averaged 4 months 
each for clearance. Meanwhile other groups of companies, desirous 
of becoming production pools, have run out. of the extensive funds 
necessary to finance the long, detailed. administrative job involved 
to receive pool clearance, and have dropped by the wayside as pro- 
spective pools. When the Small Business Committee asked one 
manager of a production pool w hy he kept at the process of obtaining 
Government pool clearance with such dogged determination, he 
replied that so much money had already been spent in administrative 
expenses he couldn’t afford to give up. The amount of time, effort, 
and money spent by the pools to come into existence as pools seems to 
your committee staff an inexcusable waste of effort to achieve what 
should be accomplished by simplified and semiroutine administrative 
procedure in the Government. 


PART III 
Propuction Poor PROCUREMENT PROBLEMS 


The efforts of the production pools, however, had only just beeun 
when the pools became officially cleared to begin their operations 
They have met head-on difficulties and failures in procuring defense 
contracts. Despite prodigious efforts. the pools, by May 1, 1952, had 
rounded up jrime contracts totaling $567,000.% an Insignificant 
amount, from the procurement offices Which, since Korea, had let 
defense contracts totaling more than $50 billion. Coordinated Manu- 
facturers of Santa Clara which received a contract for $8,500 had 
submitted 14 bids totaling $947,312.87. Another pool with a $7,400 
contract had submitted some 30 bids, all of which were in the lower 
LO percent of bidders, but none the lowest. This bidding without 
noticeable results in defense contracts has proved a costly price to the 
pools; two managers of one pool spent more than $100,000 in noneom- 
pensated administrative expenses without landing a single prime 
defense contract for the pool. Another pool has spent $50,000 in 
administrative expenses for a return on this money of two smail con- 
tracts totaling $1,000. 

The pools have spared neither time nor expense in seeking defense 
contracts. Nor can their difficulty be laid to their inexperience in 
procurement techniques; 6 of the 14 pools had been in existence as 
successful production pools during World War II and. with minor 
changes, merely became reactivated. Consequently, these pools have 


had the experience and know-how of defense procurement. Omaha 


10 The breakdown is as follows: 
Omaha Industries, Ine . $3.59, 000 
«. Peoria Consolidated Manufacturer » In 109, 400 
Small Manufacturers Cooperative 98, 000 
4. Coordinated Manufactu rs of Santa Clara % 560 


ater New York Manufacturers Pool. 1, 000 
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Industries, one of the reactivated pools, during World War II pro- 
duced more than $8,000,000 of war goods and received an Army- 
Navy E for an excellent production record. But with all its gin 
curement experience of World War II and previous knowledge on 
the operation of production pools, the Omaha pool was in existence 
for more than a year before it received its first prime defense contract. 

When your committee staff checked in March 1952 with the pools 
to find out how successful they had been in obtaining defense con- 
tracts, the following are some of the typical replies to your committee: 


Since date of e« rtification of this poot on November 28, 1951, bv the Attorney 
General, no prime contracts or subcontracts have been received on bid proposals 
or by negotiations. Nothing but vague promise and activity received from 
small business agencies of various procurement branches of the Government. 

THomas W. Cine, 
General Manager, Illino Vanufa ers Defense Pool, fr 

Contracts zero * ¥ We need a p justifiable 1 re ire- 

ment 
TED I ‘ 
Coordinator, D County 1 Ih 

Direct primes negligible, less than $1,000 PI spects for s ibstantial amount 

of work quite promising. 
GH.s ' 
( \ } ) VJ ) I 

No proposals or contracts received. Small business advisers of buving agencies 
are not functioning. Advance notices and drawings of n¢ tiated buying ‘lud- 
ing items on qualified products lists including spare parts should be handled by 
field offices of SDPA 

\ .. €3 I 
\ { 
No prime of subcontract received by 
| ( (,} | 
( f ( Hi / 

Retel vour request information total dollar | awarded, 
Coordinated Manufacturers, Santa Clara County, Inec., have received one con- 
tract only, Benicia Arsenal for packing cases, $8,557.50 

Ww. ¢ ( | 
Co nat Va S ( ( Ine. 

Retel total prime contracts recelve d since recertification, none Potal d ir 
volume subcontract B S1,.037,000. 

C. L. Ka 1 
a) ga I) 


As one means of discovering why the present production pools 
remain outside the arena of Government contracting activities, the 
managers of the production pools were asked to give their opinions on 
why they cannot get defense contracts. The primary obstacle to 
procurement cited by the pool managers is the “apparent reluctance 
of procurement officers to deal with pools.”’ The pool managers have 
stated this in several ways: ‘“‘Procurement officers prefer to have con- 
tracts completed under one roof,” said one manager. Another cited 
the ‘lack of constructive information received by procurement officers 
from their headquarters with respect to dealing with pools.” Still 
another pool blamed the procurement difficulties on “the newness of 
the pooling organization with respect to Government procurement 
officers.” The F — Wood Cooperative, for instance, has met such 
opposition in the Navy. The Bureau of Yards and Docks contract 


11 Three of these pools have acquired contracts since March. 
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manager, in discussing the Navy procurement opportunities of the 
Florida Wood Cooperative with Florida Congressman Willian Lantaff, 
wrote the Congressman that he “doubted that the Navy would deal 
directly with a cooperative such as the Florida Wood pool.’”’ As long 
as procurement officials hold such resistant attitudes toward pools 
before they have received reports on the competency and capacity of 
pooling facilities for defense work, the production pools are beaten 
from the beginning in obtaining defense contracts. Procurement 
officers have also stated to pool managers that pools whose combined 
number of employees total more than 500 are considered big business 
by procurement offices and consequently will not be given some of the 
special considerations now afforded to small business on defense 
contracts. 

In addition to a general prejudice of the procurement officials in 
dealing with pools, a procurement official has preferred to deal with 
a single firm for the specific reason that a contract with a pool has, 
until recently, involved more work in the procurement office than has 
one with a single company. The procurement officer has had the 
responsibility for checking the facilities, credit, and competency of 
ach company involved in performing a Government contract. For 
a pool, he thus has had to check all the companies in the pool working 
on each particular contract, which sometimes amounted to surveying 
the facilities of 20 or 30 companies in order to let one contract to a 
pool. This burden was transferred in March 1952 from the procure- 
ment office to the Small Defense Plants Administration which now 
certifies pools for competency on credit and capacity for filling a 
particular Government contract. This certification by SDPA appre- 
ciablv eases the workload of the procurement officers in dealing with 
pools and is expected thereby to remove some of the burden of the 
procurement officials in dealing with production pools. 

A third handicap that production pools face in obtaining defense 
contracts is the unequal competition they meet im competing with 
single firms for defense contracts because the administrative expenses 
of the pools force their lowest possible bid prices to be higher than 
the bid pri es of single companies. During World War I] many oi 
the pools operated under a cost-plus-fixed-fee contract basis. A pool 
stan informed your committee staff that it would not have be- 
come reactivated as a pool again during the present emergency if it 
had realized that it could not operate on a cost-plus-fixed-fee basis 
as in World War Il. A recent agreement, however, between the 
Small Defense Plants Administration and the Department of Defense 
provides for “setting aside’ portions of contracts to be negotiated 
exclusively with small business. Although it is too soon to determine 
how effective this agreement will be for production pools, it should in 
all effect give production pools a better opportunity to negotiate for 
defense contracts. 

As well as encountering difficulties with the military in procuring 
contracts, the pools face equal obstacles from prime contractors when 
they attempt to procure subcontracts. One pool wrote the following 
letter to your committee describing the prejudice he has encounte red 
with both prime contractors and Government procurement offices: 


Yes, we had a lot of opposition from various prime contractors and, also, @ 
few of the Government offices, but we have worked the last few months to try 
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and overcome this prejudice in a nice way, trying to appeal to their sense of fair- 
ness, and we believe we have succeeded to establish ourselves, even —— it 
may be in a superficial way * * *. There is no such thing that the Govern- 
ment can make them give us work if they don’t want to, and they can always find 
some kind of an excuse why they shouldn’t deal with certain parties, or with the 


pool, if they so desire. On the other hand, if we just go along slowly, even though 


it is very costly, and gradually demonstrate to them our capabilities, while w 


will not do very much business to begin with, or none at all, we will at least be 
on the way to building good will. 

But a production pool cannot live on good will. Thus far the 
Department of Defense has done little to educate procurement officials 
and prime contractors on the purpose and potentialities of production 
pools to the defense program. When a pool has received Government 
approval, the Defense Department sends a letter with this information 
to the procurement branches stating the name of the pool and the fact 
that this pool is eligible to enter into defense contracts. In December 
1951, a Munitions Board conference considered a report which in- 
cluded a proposed statement of principles for contracting with defense 
production pools. The conference asked a committee to provide 
guide lines for the contracting officers by developing a draft of uniform 


imple menting procedures for production pools. In January, the Army 
and Navy sent to the heads of oe ment activities directives on 
production pools along with the DPA booklet, Pooling Production 


for Defense. But although such aeckaoa on production pools is 
being disseminated to top level of the military, the day -to-day con- 
tracting officials in the procurement offices continue to remain ignorant 
about the nature and abilities of production pools in the defense 
program. 


PART IV 
CONCLUSION AND RECOMMENDATIONS 


The conclusion of your committee Investig’ 
pooling program is that it has been undeniably a failure during the 






present emergency. The investigation shows that the pooling pro- 
gram bas lagged for two reasons: (1) Government regulations have 
made it Loo difficult and lengthy for smal] manufacturers desiring LO 
become pools to be approved by the OPS nt to operate as pools, 
and (2) once a pool has been formed, it is handicapped in procuring 


f 


defense contracts due to the Aiea of procurement officers to 
deal with pools. 

Even in the face of these two failures on the part of the Government 
to carry out the production pooling program, your committee is 
convinced that production pools can be made a valuable = of 
bringing small business into the defense produc tion program and that 
the defense program will benefit by the productive capacities and abili- 
ties of the production pools. Many small manufacturers, before taking 
steps to form production pools, are waiting to see the success of those 
who have already applied to become pools; if the few existing pools 
can make a good showing, many other small manufacturers will be 
eager to participate in a production pooling program. 

For production pools to become more numerous and to become 
active participants in the defense program, the Small Business Com- 
mittee makes the following recommendations: 
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A, To facilitate Cé rtification of pools 

That the authority now vested in the Defense Production Ad- 
ministration by Executive Order 10200 on certification of small de- 
fense production pools be transferred to the Small Defense Plants 
Administration. 

That when the foregoing authority and responsibility for pooling 
is transferred and centralized in SDP ‘A, that SDPA forward to the 
Department of Justice and to the Federal Trade Commission copies 
of the pooling application as soon as it is received and that those 
agencies concurrently with the Small Defense Plants Administration 
consider the application in accordance with their responsibilities and 
ady ise SDPA immediately upon discovery of objectionable features. 

That when SDPA is satisfied with the pooling application, it be 
pe rmitted to give. the pool interim approval to begin defense produc- 
tion while the Department of Justice and Federal Trade Commission 
consider their formal, final approval of the pool application. 

1. That ~ correspondence between Government agencies and pool 
applicants be channeled through the Small Defense Plants Adminis- 
tration for correlation and elimination of superfluous negotiation. 


B. To inerease partici pation of pools nn ilitary procureme nt 
That small defense production pools be regarded by the military 


as small business even if the combined total of the employees in a 
pool is more than 500. 
2. That procurement officials make known to prime contractors the 


availability of production pools for subcontracts. 
3. That the Small Defense Plants Administration place high on its 


list of priority for action a continuation of its survey of the facilities 
of all present production pools so that SDPA may certify the compe- 
tency of any production pool on its facilities and credit to perform a 


particular defense contract. 

t. That a joint program and procedure be established between the 
Small Defense Plants Administration and the armed services procure- 
ment agencies, whereby et a pools will be given special atten- 


tion and help in cbtatning their first defense contracts. 


O 








